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PART  232 — NURSING  HOMES  AND  IN¬ 
TERMEDIATE  CARE  FACILITIES  MORT¬ 
GAGE  INSURANCE 

Supplemental  Loans;  Contract  Rights  and 
Obligations 

On  June  6.  1974,  the  Department  of 
Housing  and  Urban  Development’s  pro¬ 
posed  regtilations,  relating  to  the  insur¬ 
ance  of  supplemental  loans  to  finance  the 
purchase  and  installation  of  fire  safety 
equipment  necessary  to  meet  the  fire 
safety  requirements  of  the  Department 
of  Health,  Education,  and  Welfare  for 
providers  of  services  imder  Titles  XVm 
and  xrx  of  the  Social  Security  Act  for 
both  conventionally-financed  and  fed- 
erally-insm-ed  nursing  homes  and  inter¬ 
mediate  care  facilities,  were  published 
in  the  Federal  Register. 

Interested  persons  were  given  Uie  op¬ 
portunity  to  participate  in  the  rule  mak¬ 
ing  through  toe  submission  of  comments. 
The  Department  received  twelve  re¬ 
sponses,  containing  several  comments 
each,  all  of  which  were  seriously  con¬ 
sidered.  Several  persons  commented  on 
expanding  the  definition  of  fire  safety 
equipment  to  include  improvements  and 
modernization  of  toe  physical  facility. 
Public  Law  93-204  provides  authority  for 
loans  to  cover  the  purchase  and  installa¬ 
tion  of  fire  safety  equipment  only.  Sec¬ 
tion  232.500(c)  of  the  regulations  also 
includes  those  improvements  which  are 
necessary  in  order  for  the  fire  safety 
equipment  to  be  installed.  It  does  not 
include  major  rehabilitation,  additions, 
or  capital  improvements  to  a  facility 
beyond  those  related  to  fire  safety  equip¬ 
ment.  In  order  to  finance  these  types  of 
major  improvements,  a  conventionally- 
financed  facility  could  refinance  under 
section  232  of  the  National  Housing  Act 
fSee  Part  232  of  this  Title) ;  and  a  facil¬ 
ity  the  mortgage  cm  which  is  already 
insured  under  section  232  could  finance 
the  needed  major  improvements  under  a 
.section  241  loan.  (See  Part  241  of  this 
Title.)  Sevei-al  persons  suggested  that 
safety  loans  be  permitted  to  finance 
retroactively  previously  purchased  and 
installed  equipment.  The  statute  confers 
authority  to  insure  loans  on  a  prospec¬ 
tive  basis  only,  i.e.,  “to  provide  for  the 
purchase  and  installation"  and  not  on  a 
retroactive  basis. 

A  suggestion  was  made  by  several  per¬ 
sons  that  “equipment  cost"  in  §  232.- 
500(e)  be  determined  upon  the  basis  of 
the  lowest  of  three  bids.  This  was  re¬ 
jected  as  a  mandatory  requirement  be¬ 
cause  of  toe  possibility  that  it  will  be 
difflcmlt  to  obtain  three  bids  in  some  out¬ 
lying  areas  or  that  the  lowest  bid  may 


be  deficient  in  some  area  other  than  cost 
and  that  toe  three-bid  requirement 
would  thus  eliminate  otherwise  qualified 
facilities. 

Several  comments  were  made  about 
the  processing  procedure  and  steps  in¬ 
volved  in  obtaining  a  loan.  The  regula¬ 
tions  were  formulated  with  the  objec¬ 
tive  of  processing  applications  as 
speedily,  and  with  as  little  paperwork,  as 
possible.  If  our  experience  indicates  that 
changes  can  be  made  to  make  the  process 
more  efficient,  the  regulations  will  be 
amended  accordingly. 

Comments  were  received  by  several 
parties  regarding  the  amounts  of  the 
various  fees,  loan  insurance  premium 
and  interest  rate.  The  amounts  for  these 
items  are  within  the  statutory  maxi- 
mums  permitted  and  were  arrived  at 
based  upon  an  evaluation  of  toe  insur¬ 
ance  underwriting  risk  and  mortgage 
market  yield  requirements.  If  program 
experience  indicates  a  change  in  these 
amounts  is  warranted,  toe  regulations 
will  be  amended. 

One  correspondent  commented  nega¬ 
tively  on  §  232.545  which  contains  a  pro¬ 
hibition  against  additional  liens  on  the 
property,  except  as  approved  in  advance 
by  toe  Commissioner.  Negative  com¬ 
ments  were  also  received  regarding 
§  232.555  to  the  effect  that  no  additional 
security,  beyond  a  lien,  should  be  re¬ 
quired.  It  should  be  noted  that  toe  same 
section  permits  the  Commissioner  to  ac¬ 
cept  some  form  of  security  other  than  a 
lien.  These  sections  were  written  to  allow 
toe  greatest  flexibility  possible  consistent 
with  the  insurance  risks  incurred  by  the 
Commissioner.  Because  this  program 
contemplates  insurance  of  loans  which 
may  be  junior  in  priority  to  other  debts 
of  the  borrower,  it  is  considered  desirable 
to  provide  for  toe  possibility  of  taking 
additional  security  in  situations  of  mar¬ 
ginal  risks. 

A  comment  w'as  received  that  S  232.600 
should  not  require  a  new  title  policy  in 
addition  to  an  existing  one  required  by 
the  holder  of  the  first  mortgage.  The  sec¬ 
tion,  as  written,  would  permit  an  exist¬ 
ing  policy  or  other  evidence  of  title  to 
be  updated  and  amended  to  reflect  the 
priority  of  a  loan  to  be  insured  under 
this  new  program  and  otherwise  to  meet 
usual  title  evidence  requirements. 

Because  mortgage  money  market  con¬ 
ditions  have  changed  since  the  regula¬ 
tions  were  published  on  June  6,  1974, 

§  232.560(a)  has  been  amended  to  sub¬ 
stitute  nine  and  one-quarter  percent  for 
nine  percent  in  the  regulation  as  promul¬ 
gated.  Several  comments  were  received 
suggesting  that  §  232.590(b)  be  amended 
to  require  that  toe  unexpired  lease  term 
should,  for  mortgage  loans  secured  by  a 
leasehold  interest,  only  be  slightly  longer 
than  the  maximum  amortization  period 
of  twenty  years.  Accordingly,  $  232.590 
(a)(3)  is  amended  to  substitute  twenty- 
five  years  for  fifty  years. 

It  has  been  brought  to  our  attention 
that  HEW  does  not  have  toe  authority  to 
require  a  plan  of  corrections  from  a  fa¬ 
cility  for  participation  under  Titles 
XVIII  and  XIX  of  toe  Social  Security 
Act  in  all  instances  and  that  the  respon¬ 


sibility  for  determining  compliance  with 
HEW  requirements  in  those  instances  in 
which  HEW  does  not  have  the  requisite 
authority  rests  with  the  appropriate 
state  agency.  The  regulations  in  §§  232.- 
615  and  232.620  are  amended  to  require, 
as  a  cimditicm  for  consideration  of  a  loan 
to  be  insured  by  HUD,  that  a  list  of  de¬ 
ficiencies  from  toe  appropriate  state 
agency  and  a  plan  to  correct  those  defi¬ 
ciencies  be  submitted  to  HEW  by  the 
applicant  for  acceptability  by  HEW  of  its 
requirements  before  HUD  will  consider  a 
loan  eqiplication  in  those  cases  where  a 
facility  does  not  meet  other  pertinent 
health  and  safety  requirements  neces¬ 
sary  for  providers  of  services  under  Title 
XVm  and  Title  XIX  at  the  time  of 
application. 

The  regulations  are  therefore  amended 
and  adopted  as  follows: 

Subpart  C — Eligibility  Requirements — Supple¬ 
mental  Loans  to  Finance  Purchase  and  Instal¬ 
lation  of  Fire  Safety  Equipment 

Sec. 

232.500  Definitions. 

Fees  and  Charges 

232.605  Application  and  application  fee. 
232.510  Commitment  and  commitment  fee. 
232.615  Refund  of  fees. 

232.520  Maximum  fees  and  charges  by 
lender. 

232.522  Inspection  fee. 

Eligibiuty  Security  Instruments 

Sec. 

232.525  Note  and  security  form. 

232.630  Disbursement  of  proceeds. 

232.535  Loan  multiples  —  minimum  prin¬ 
cipal. 

232.640  Method  of  loan  payment  and 
amortization  period. 

232.545  Covenant  against  liens. 

232.550  Accumulation  of  next  premium. 
232.555  Security  instrument  and  lien. 

232.560  Maximum  interest  rate. 

232.566  M^Ttmiim  loan  amount. 

232.670  Endorsement  of  credit  instrument. 
232.680  Application  of  payments. 

232.585  Prepayment  privilege  and  prepay¬ 
ment  charge. 

Property  Requirements 
232.590  Eligibility  of  property. 

Title 

232.505  EllgibUity  of  title. 

232.600  Title  evidence. 

Form  of  Contract 
232.605  Contract  requirements. 

Coer  CntnncATiON  Requirements 
232.610  Certlflcatlon  of  cost  requirements. 

Eligible  Borrowers 
232.615  Eligible  borrowers. 

Spbcial  Requirements 
232.620  Determination  of  compliance  by 
HEW. 

232.625  Discrimination  prohibited. 

232.630  Assurance  of  completion. 

Subpsrt  D — Contract  Rights  and  Obligations 
232J00  Definitions. 

Premiums 

232.806  Insurance  premiums. 

232 A1 6  Termination  of  insurance. 

232B26  Pro  rata  refund  of  insurance 
premium. 

Rights  and  Duties  of  Lender  Under  thr 
CtMTiRACT  or  Insurance 
232.830  Definition  of  default. 
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Sec. 

232.840  Date  of  default. 

232.860  Notice  of  default. 

232.880  CoimnlSBloner‘8  right  to  require  ac- 
celeratliHi. 

232.865  Election  by  lender. 

232.875  Maximum  claim  period. 

232.880  Items  to  be  delivered  on  submitting 
claim. 

232.885  Insurance  benefits. 

232.890  Characteristics  of  debentures. 

232.893  Cash  adjiistment. 

Assignments 

232.895  Assignment  of  Insured  loans. 

Extension  of  Timx 
232.897  Actions  to  be  taken  by  lender. 

Authobitt:  Sec.  211,  52  Stat.  23,  as 
amended;  sec.  232,  73  Stat.  663  (12  UJS.C. 
1716b,  1716W):  as  further  amended  by  Pub. 

L.  93-204  (Dec.  28,  1973). 

Subpart  C — Eligibility  Requirements — Sup¬ 
plemental  Loans  to  Finance  Purchase 
and  Installation  of  Fire  Safety  Equip¬ 
ment 

§  232.500  Definitions. 

In  addition  to  the  definitions  contained 
in  Subpart  A,  Incorporated  herein  by  ref¬ 
erence,  the  following  terms,  as  used  In 
§  §  232.500  et  seq.,  shall  have  the  meaning 
indicated: 

(a)  “Insured  loan”  means  a  loan  in¬ 
sured  by  the  endorsement  of  the  credit 
Instrument  by  the  Commissioner. 

(b)  “Insurance  premium”  means  the 
loan  insurance  premium  paid  by  the  fi¬ 
nancial  Institution  to  the  Commissioner 
in  consideration  of  the  contract  of  In¬ 
surance. 

(c)  “Fire  safety  equipment”  means 
equipment  purchased.  Installed,  and 
maintained  in  nursing  homes  and  in¬ 
termediate  care  facilities,  which  Is  nec¬ 
essary  for  compliance  by  such  home  or 
facility  with  the  applicable  requirements 
for  institutional  occupancy  under  the 
1967  edition  of  the  Life  Safety  Code  of 
the  National  Fire  Protecticm  Association, 
or  other  such  code  or  requirements  ap¬ 
proved  by  the  Secretary  of  Health,  Edu¬ 
cation,  and  Welfare  for  providers  of  serv- 
ices  under  title  XVin  and  title  XE^  of 
the  Social  Security  Act.  In  addition  to 
those  requirements  approved  by  the  Sec¬ 
retary  of  Health,  Education,  and  Wel¬ 
fare  as  necessary  for  Institutional  occu¬ 
pancy,  “fire  safety  equipment”  may  also 
Include  those  fire  safety-related  improve¬ 
ments  vdilch  are  not  mandatory  under 
the  requirements  of  the  Secretary  of 
Health,  Education,  and  Welfare  but 
which  he  considers  desirable  for  protec¬ 
tion  against  the  hazards  of  fire  and 
which  the  borrower  agrees  to  install.  For 
the  purpioses  of  this  definition,  the  terms 
“nursing  home”  and  “intermediate  care 
facilities”  shall  include  those  facilities 
designated  as  skilled  nimslng  facilities 
or  intermediate  care  facilities  by  HEW. 

(d)  “Fire  safety  loan”  means  any  form 
of  secured  or  imsecured  obligation  as 
may  be  determined  by  the  Commissioner 
to  be  eligible  for  Insurance  imder  this 
subpeu^ 

(e)  “Equipment  cost”  means  the  rea¬ 
sonable  cost  of  “fire  safety  equipment” 
fully  Installed  as  estimated  by  the  Sec¬ 


retary  of  Health,  Education,  and  Wel¬ 
fare  and  as  determined  by  the  Commis¬ 
sioner. 

(f)  “Insured  loan  maturltir”  means 
the  date  on  which  the  locm  Indebtedness 
would  be  extinguished  If  paid  In  accord¬ 
ance  with  periodic  paymoits  provided 
for  In  the  loan  Instrument  or  instru¬ 
ments. 

(g)  “Approved  lender”  means  a  finan¬ 
cial  institution  or  other  mortgagee  ap¬ 
proved  by  the  Cmnmlssloner  as  eligible 
for  insurance  under  section  2  ol  the  Na¬ 
tional  Housing  Act,  or  a  mortgagee  ai>- 
proved  under  section  203(b)(1)  of  the 
National  Housing  Act. 

Fees  and  CbiARGES 

§  232.505  Application  and  application 
fee. 

(a)  Prior  approval.  An  application  for 
Insurance  of  a  fire  safety  loan  under  this 
part  shall  be  considered  cmly  In  con¬ 
nection  with  a  proposal  which  has  been 
approved  by  the  Secretary  of  Health, 
Education,  and  Welfare,  or  his  designee, 
based  uptm  (1)  his  determinatlcm  of 
need  for  such  equipment  to  be  Installed 
In  the  facility  as  a  condition  fcH*  partici¬ 
pation  for  providers  of  services  under 
Title  XVm  and  TlUe  XIX  of  the  Social 
Secmlty  Act,  and  (2)  his  determlnatlcm 
that  upon  installation  of  such  equipment 
the  project  will  meet  toe  fire  safety  re¬ 
quirements  prescribed  by  the  Secretary 
of  HEW  for  participation  imder  Titles 
XVlll  and  XIX  of  the  Social  Security 
Act,  and  (3)  his  judgment  that  the  cost 
estimate  for  purchase  and  Installation  of 
the  equipment  Is  a  reasonable  cost 
estimate.” 

(b)  Filing  of  application.  An  applica¬ 
tion  for  insmance  of  a  fire  safety  loan 
for  a  nursing  home  or  Intermediate  care 
facility  shall  be  submitted  on  an  ap¬ 
proved  FHA  form  by  an  approved  lender 
and  by  toe  owners  of  such  project 
through  the  local  FHA  office. 

(c)  Application  fee.  An  application  fee 
of  $2.00  per  thousand  dollars  of  the 
amoimt  of  the  fire  safety  loan  applied 
for  shall  accompany  the  application.  The 
minimum  application  fee  shall  be  $50.00. 

§  232.510  Commitment  and  commit¬ 
ment  fee. 

(a)  Issuance  of  commitment.  Upon 
approval  of  an  appllcatlcm  for  insur¬ 
ance,  a  commitment  shall  be  Issued  by 
the  Commissioner  setting  forth  the  terms 
and  conditions  upon  which  the  fire 
safety  loan  will  be  insured. 

(b)  Type  of  commitment.  The  com¬ 
mitment  will  provide  for  toe  insurance 
of  the  loan  after  satisfactory  comple¬ 
tion  of  Installation  of  the  fire  safety 
equipment,  as  determined  by  the  Secre¬ 
tary  of  HEW. 

(c)  Term  of  commitment.  (1)  If  toe 
commitment  fee  is  paid  as  required,  a 
commitment  shall  have  a  term  within 
which  toe  borrower  is  required  to  begin 
construction,  and  if  construction  is  be¬ 
gun  as  required,  for  such  additional 
period  as  the  Commissioner  deems  nec¬ 
essary  for  satisfactory  completion  of 
installation. 


(2)  The  term  of  a  commitment  may 
be  extended  In  such  manner  as  toe  Com¬ 
missioner  may  prescribe. 

(d)  Commitment  fee.  A  commitment 
fee  which,  when  added  to  the  applica¬ 
tion  fee,  will  aggregate  $4.00  per  thou¬ 
sand  of  the  amoimt  of  toe  fire  safety 
loan  (with  a  minimum  total  of  $50.00 
for  boto  fees)  set  forth  in  the  commit¬ 
ment,  and  shall  be  paid  prior  to  issuance 
of  the  cmnmltment. 

(e)  Reopening  of  expired  commit¬ 
ments.  An  expired  commitment  may  be 
reopened  if  a  request  for  reopening  is 
received  by  toe  Commissioner  within  10 
dai^  of  the  expiration  of  the  commit¬ 
ment.  The  reopening  request  shall  be  ac¬ 
companied  by  a  fee  of  50  cents  per 
thousand  dollars  of  the  amount  of  the 
expired  commitment.  If  the  reopening 
request  Is  not  received  by  toe  Commis¬ 
sioner  within  the  required  10-day  period, 
a  new  application,  accompanied  by  the 
required  ajmllcatkHi  and  commitment 
fee,  must  be  submitted. 

(f)  Increase  in  commitment  prior  to 
endorsement.  An  application,  filed  prior 
to  endors^ent,  for  an  increase  In  toe 
amoimt  of  an  outstanding  firm  commit¬ 
ment  shall  be  accompanied  a  com¬ 
bined  additional  application  and  com¬ 
mitment  fee.  The  combined  additional 
fee  shall  be  in  an  amount  which  will 
aggregate  $4.00  per  thousand  dollars  of 
toe  amount  of  the  requested  Increase.  If 
an  inspection  fee  was  required  In  toe 
original  commitment,  an  additional  in¬ 
spection  fee  shall  be  piald  in  an  amount 
computed  at  the  same  dollar  rate  per 
thousand  dollars  of  the  amount  of  in¬ 
crease  In  commitment  as  was  used  for 
the  Inspection  fee  required  In  the  original 
commitment.  The  additional  Inspection 
fee  shall  be  paid  prior  to  the  date  Instal- 
laticm  of  fire  safety  equipment,  is  begun 
or,  if  Installatlcm  has  begun.  It  shall  be 
p>aid  with  toe  application  for  increase. 

§  232.515  Refund  of  fee*. 

If  the  amount  of  toe  commitment  Is¬ 
sued  or  an  Increase  in  loan  prior  to 
endorsement  Is  less  than  toe  amount  ap¬ 
plied  for,  the  Commissioner  shall  refund 
toe  excess  amount  of  toe  application  and 
commitment  fees  submitted  by  toe  appli¬ 
cant.  If  an  application  Is  rejected  before 
it  is  assigned  for  processing,  or  In  such 
other  instances  as  toe  Commissioner  may 
determine,  toe  entire  application  and 
commitment  fees  or  any  portion  thereof 
may  be  returned  to  the  applicant.  Com¬ 
mitment  and  reopening  fees  may  be  re¬ 
funded,  in  whole  or  in  part.  If  it  is  deter¬ 
mined  by  toe  Commissioner  that  the  in¬ 
stallation  of  fire  safety  equipment  for 
the  project  has  been  prevents  because 
of  condemnation  proceedings  cx  other 
legal  action  taken  by  a  governmental 
body  or  public  agency,  or  in  such  other 
instances  as  toe  Commissioner  may 
determine. 

§  232.520  Maximum  fees  and  charges 
by  lender. 

The  lender  may  collect  from  toe  bor¬ 
rower  the  amount  of  toe  fees  provided 
for  in  this  subpart.  The  lender  may  also 
collect  from  the  borrower  an  initial  serv- 
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ice  charge  in  an  amount  not  to  exceed 
one  and  one-half  of  one  percent  of  the 
original  principal  amoimt  of  the  loan  to 
reimburse  the  lender  for  the  cost  of  orig¬ 
inating  and  closing  the  transaction.  Any 
additional  charges  shall  be  subject  to 
the  prior  approval  of  the  Commissioner. 

§  232.522  Inspection  fee. 

The  commitment  shall  provide  for  the 
payment  of  an  inspection  fee  in  an 
amount  not  to  exceed  $5.00  per  thotisand 
dollars  of  the  commitment.  The  mini¬ 
mum  inspection  fee  shall  be  $50.00  paid 
prior  to  the  date  construction  is  begun: 
Provided,  however.  That  in  no  case  shall 
the  combined  total  of  the  fees  provided 
for  in  §§  232.505,  232.510  and  this  section 
exceed  one  percent  of  the  original 
principal  face  amount  of  the  loan. 

Eligible  Security  Instruments 
§  232.525  Note  and  security  form. 

The  lender  shall  present  for  insurance 
a  note  and  security  Instrument,  if  re¬ 
quired,  on  fomu  approved  by  the  Com¬ 
missioner  for  use  in  the  jurisdiction  in 
which  the  property  to  be  improved  is 
located. 

§  232.530  Disbursement  of  proceeds. 

At  the  time  of  endorsement  for  insur¬ 
ance  of  the  note  by  the  Commissioner, 
the  entire  principal  amount  of  the  note 
shall  have  been  disbursed  to  the  borrower 
or  to  his  creditors  for  his  account  and 
with  his  consent. 

§  232.535  I.oan  niullipics — minimum 

principal. 

The  loan  shall  involve  a  principal  ob¬ 
ligation  in  multiples  of  $100,  and  the 
minimum  principal  obligation  shall  be 
$5,000. 

§  232.540  Method  of  loan  puyincnt  and 
amortization  period. 

(a)  Mont/ily  paj/menfs.  The  loan  shall 
provide  for  monthly  payments  on  the 
first  day  of  each  month  on  account  of 
interest  and  principal  and  shall  provide 
for  payment  in  accordance  with  the 
amortization  plan  as  agreed  upon  by 
the  borrower,  the  lender  and  the 
Commissioner. 

(b)  Amortization  period.  (1)  The  loan 
shall  have  an  amortization  of  either  5, 10, 
or  15  years  by  providing  for  either  60, 
120,  or  180  monthly  amortization  pay¬ 
ments.  No  fire  safety  loan  shall  have  an 
amortization  period  in  excess  of  15  years 
unless  the  amount  of  the  loan  exceeds 
$50,000.00,  in  which  event  the  amortiza¬ 
tion  period  may  be  increased  to  20  years, 
with  a  provision  for  240  monthly  amor¬ 
tization  payments. 

(2)  In  any  event,  the  loan  shall  have 
a  maturity  satisfactory  to  the  Commis¬ 
sioner  of  not  less  than  5  or  more  than 
20  years  from  the  date  of  the  beginning 
of  amortization  or  the  Commissioner’s 
estimate  of  the  remaining  economic  life 
of  the  structure,  whichever  is  the  lesser. 

(3)  TTie  Commissioner  shall  establish 
the  date  of  the  first  payment  to  the 
principal. 


§  232.545  Covenant  against  liens. 

The  security  Instrument  shall  ctmtaln 
a  covenant  against  the  creation  by  the 
borrower  of  additional  liens  against  the 
property  superior  or  inferior  to  the  lien 
of  such  instrument,  except  with  the  prior 
approval  of  the  Commissioner. 

§  232.550  Accumulation  of  next  pre¬ 
mium. 

The  security  instrument  shall  provide 
for  payments  by  the  borrower  to  the 
lender  on  each  interest  payment  date  of 
an  amoimt  sufBcient  to  accumulate  in 
the  hands  of  the  lender  one  payment  pe¬ 
riod  prior  to  its  due  date  the  next  annual 
insurance  premium  payable  by  the  lender 
to  the  Commissioner. 

§  232.555  Security  instrument  and  lien. 

The  security  instrument  shall  cover 
the  entire  property  included  in  the  proj¬ 
ect,  shall  be  a  lien  on  the  real  property 
of  the  project  under  the  laws  of  the 
jurisdiction  in  which  the  project  Is  lo¬ 
cated,  mid  may  be  junior  to  such  prior 
liens  or  mortgage  Indebtedness  as  the 
Commissioner  may  approve.  The  Com¬ 
missioner  may  from  time  to  time  require 
such  other  security,  in  lieu  of,  or  in 
addition  to,  a  lien  on  veal  property  as  he 
may  prescribe. 

§  232.560  Maximum  interest  rate. 

(a)  The  loan  shall  bear  interest  at 
the  rate  agreed  upon  by  the  lender  and 
the  borrower,  which  rate  shall  not  ex¬ 
ceed  nine  percent. 

(b)  Interest  shall  be  payable  in 
monthly  Installments  on  the  principal 
amount  of  the  loan  outstanding  on  the 
due  date  of  each  installment. 

§  232.565  Maximum  loan  amount. 

The  principal  amount  of  the  loan  shall 
not  exceed  the  Commissioner’s  estimate 
of  the  cost  of  the  fire  safety  equipment, 
including  the  cost  of  installation.  The 
sum  of  the  liens  against  the  property 
which  are  superior  in  priority  to  the  fire 
safety  loan  and  the  fire  safety  loan  shall 
not  exceed  ninety  percent  of  the  Com¬ 
missioner’s  estimate  of  the  value  of  the 
project  upon  completion  of  Installation 
of  the  fire  safety  equipment.  The  cost  of 
installation  may  include  the  cost  of  such 
other  work  to  be  performed  on  the  proj¬ 
ect  as  is  necessary  to  meet  the  require¬ 
ments  of  the  Secretary  of  Health,  Educa¬ 
tion,  and  Welfare  and  the  Commissioner 
to  enhance  the  fire  safety  of  the  project, 
and  suen  costs  incidental  to  installation 
as  may  be  approved  by  the  Commissioner. 

§  232.570  EndorKoment  of  credit  in¬ 
strument. 

The  Commissioner  shall  indicate  his 
insurance  of  the  loan  by  endorsing  the 
credit  instrument  and  identifying  the 
section  of  the  Act  and  regxUations  imder 
which  the  loan  is  insured  and  the  date 
of  Insurance,  subject  to  the  presentation 
and  approve  by  him  of  the  following: 

(a)  Certification  of  full  disbursement 
of  loan  proceeds  as  provided  for  in 
§  232.530. 


(b)  Certification  of  costs  as  required 
by  §  232.610. 

(c)  Statement  by  the  Secretary  of 
Health,  Education,  and  Welfare  that  the 
fire  safety  equipment  noted  In  the  deter¬ 
mination  required  by  S  232.620  has  been 
satisfactorily  installed. 

§  232.580  Application  of  payments. 

(a)  The  security  instrument  shall  pro¬ 
vide  that  all  monthly  payments  to  be 
made  by  the  borrower  shall  be  added  to¬ 
gether  and  this  aggregate  amount  shall 
be  paid  by  the  borrower  upon  each 
monthly  payment  date  in  a  single  pay¬ 
ment.  'The  lender  shall  apply  the  payment 
to  the  following  items  in  the  order  set 
forth: 

(1)  Premium  charges  under  the  con¬ 
tract  of  insurance; 

(2)  Interest  on  the  loan; 

(3)  Amortization  of  the  principal  of 
the  loan; 

(b)  Any  deficiency  in  the  amount  of 
any  monthly  payments  required  under 
paragraph  (a)  of  this  section  shall  con¬ 
stitute  an  event  of  default  and  the  loan 
shall  further  provide  for  a  grace  period 
of  30  days  within  which  time  the  default 
must  be  cured. 

§  232.585  Prepayment  privilege  and 
prepayment  diarge. 

The  security  instrument  shall  contain 
a  provision  permitting  prepayment  of  the 
loan  in  whole  or  in  part  upon  any  interest 
payment  date  after  giving  to  the  lender 
30  days’  advance  written  notice  and  it 
may  contain  a  provision,  with  the  ap¬ 
proval  of  the  Commissioner,  for  a  rea¬ 
sonable  charge  in  the  event  of  prepay¬ 
ment. 

Property  Requirements 
§  232.590  Eligibility  of  property. 

(a)  A  loan  to  be  eligible  for  insurance 
shall  be  on  real  estate  held: 

(1)  In  fee  simple;  or 

(2)  On  the  interest  of  the  lessee  under 
a  lease  for  not  less  than  ninety-nine  years 
which  is  renewable;  or 

(3)  Under  a  lease  having  a  period  of 
not  less  than  fifty  years  to  run  from  the 
date  the  loan  is  executed. 

(b)  The  property  constituting  secu¬ 
rity  for  the  loan  transaction  must  be  held 
by  an  eligible  borrower  as  herein  defined 
and  must  at  the  time  the  loan  is  Insured 
be  free  and  clear  of  all  liens  other  than 
those  specifically  approved  by  the  Com¬ 
missioner. 

Title 

§  232.595  Eligibility  of  title. 

In  order  for  the  property  which  is  to 
be  the  security  for  a  loan  to  be  insured 
under  this  subpart  to  be  eligible  for  in¬ 
surance,  the  Commissioner  shall  deter¬ 
mine  that  the  title  to  the  property  is 
vested  in  the  borrower  as  of  ttie  date  the 
security  instrument  is  filed  for  rec¬ 
ord.  ’The  title  evidence  will  be  examined 
by  the  Commissioner  and  the  endorse¬ 
ment  of  the  credit  Instrument  for  Insiur- 
ance  shall  be  evidence  of  its  acceptabil¬ 
ity. 
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§  232.600  Title  cridence. 

The  lender,  vlthofiit  expense  to  the 
Commissioner,  shall  furnish  to  the  Oom- 
mlssloner  a  policy  of  title  insurance,  or  If 
the  lender  Is  unable  to  furnish  such  pol¬ 
icy  for  reasons  satisfactmr  to  the  Com¬ 
missioner,  the  lender  without  expense  to 
the  Comiulssloiner,  shall  furnish  an  ab¬ 
stract  of  title.  The  following  are  the 
reqiilrements  covering  the  title  Insurance 
and  abstract  of  title: 

(a)  The  policy  of  title  insurance  shall 
be  issued  by  a  company  and  in  a  form 
satisfactory  to  the  Commissions.  The 
policy  shall  name  as  the  insureds  the 
lender  and  the  Secretary  of  Housing  and 
Urban  Development,  as  their  respective 
interests  may  appear.  The  policy  shall 
provide  that  upon  acquisition  of  title  by 
the  lender  or  the  Secretary,  it  will  be¬ 
come  an  owner’s  policy  running  to  the 
lender  or  the  Secretary,  as  the  case 
may  be. 

(b)  The  abstract  of  title  shall  be  sat¬ 
isfactory  to  the  Commissioner,  prepared 
by  an  abstract  title  company  or  an  in¬ 
dividual  engaged  in  the  business  of  pre¬ 
paring  abstracts  of  title,  accompanied 
by  a  legal  opinion  satisfactory  to  the 
Commissioner,  as  to  the  quality  of  such 
title,  signed  by  an  attorney  at  law  ex¬ 
perienced  in  the  examination  of  titles. 

Form  of  Contract 
§  232.605  Contract  requirements. 

(a)  The  contract  between  the  mort¬ 
gagor  and  the  general  contractor  may  be 
in  the  form  of  elUter  a  lump  sum  con¬ 
tract  or  a  cost  plus  contract.  Either  form 
of  contract  shall  Include  the  cost  ot  fire 
safety  equipment.  Its  Installation,  and 
such  other  work  to  be  performed  by  the 
contractor  as  necessary  to  meet  the  re¬ 
quirements  of  the  Secretary  of  Health, 
Education,  and  Welfare  and  the  Com¬ 
missioner.  A  lump  sum  contract  shall 
provide  for  the  payment  of  a  specified 
amount.  A  cost  plus  contract  shall  pro¬ 
vide  for  the  payment  of  the  contractor’s 
actual  cost  of  compliance  with  the  re¬ 
quirements  of  the  contract,  plus  such 
^owance  for  overhead  and  profit  as 
may  be  approved  by  the  Commissioner 
and  shall  provide  that  the  total  cost  im- 
der  the  contract  shall  not  exceed  an  up¬ 
set  price  as  approved  by  the  Commis¬ 
sioner. 

(b)  If  agreed  to  by  the  general  con¬ 
tracts  and  borrower,  a  lump  sum  form 
of  contract  between  the  borrower  and 
the  general  contractor  may  be  used  un¬ 
less  the  Commissioner  determines  that 
a  cost  plus  contract  with  a  maximum 
upset  price  is  necessary  to  protect  the 
interests  of  the  borrower  or  the  Com¬ 
missioner. 

Cost  Certification  Requirements 

§  232.610  Certification  of  cost  reqniro* 
ments. 

(a)  Certificate  and  adjustment.  No 
loan  Shan  be  Insured  unless: 

(1)  A  certification  of  actual  cost  is 
made  by  the  contractor  in  cases  In  vdilch 
a  cost  plus  form  of  cmitract  is  used;  and 

(2)  The  amount  of  the  loan  Is  ad¬ 


justed  to  reflect  the  actual  cost  to  the 
borrower  of  the  Improvements  when 
either  a  cost  plus  or  lump  sum  form  of 
ccmtract  Is  us^ 

(b)  Cost  computation.  The  term 
"actual  cost  of  the  Improvements”  shall 
mean  the  cost  to  the  bmrower  of  Uie  im¬ 
provements,  after  deducting  the  amount 
of  any  kickbacks,  rebates,  or  trade  dis¬ 
count  received  in  connection  with  the  im¬ 
provements,  and  including  the  amounts 
paid  under  any  contract  for  the  improve¬ 
ments,  labor,  materials,  and  for  any 
other  items  of  expense  approved  by  the 
CJommissioner. 

(c)  Statement  of  facts.  Any  agree¬ 
ment,  undertaking,  statement  or  certifi¬ 
cation  required  in  connection  with  cost 
certification  shall  specifically  state  that 
it  has  been  made,  presented  and 
delivered  fcM"  the  purpose  of  Influencing 
an  ofiBclal  action  of  the  Commissioner 
and  may  be  relied  upon  as  a  true  state¬ 
ment  of  the  facts  contained  therein. 

(d)  Incontestability.  Upon  the  Com¬ 
missioner’s  approval  of  the  cost  certifica¬ 
tion,  such  certlflcatlcHi  shall  be  final  and 
Incontestable  except  for  fraud  or  mate¬ 
rial  misrepresentation  on  the  part  of  the 
borrower. 

(e)  Records.  The  borrower  shall  keep 
and  maintain  adequate  records  of  all 
costs  of  any  construction  improvements 
or  other  cost  items  not  representing  work 
imder  the  general  contract  and  shall  re¬ 
quire  the  builder  to  keep  similar  records 
and,  upmi  request  by  the  Commissioner, 
shall  make  available  for  examination 
such  records,  including  any  collateral 
agreements. 

Eligible  Borrowers 
§  232.615  Eligible  borrowers. 

In  order  to  be  eligible  as  a  borrower 
under  this  subpart  the  applicant  shall 
be  a  profit  or  non-profit  entity,  which 
owns  a  nursing  hcane  or  intermediate 
care  facility  for  which  the  Secretary  of 
Health,  Education,  and  Welfare  has  de¬ 
termined  that  the  installation  of  fire 
safety  equipment  in  such  facility  is  nec¬ 
essary  to  meet  the  applicable  require¬ 
ments  ot  the  Secretary  of  Health,  Edu¬ 
cation,  and  Welfare  for  providers  of 
services  und»  Title  Xvul  and  Title 
XIX  of  the  Social  Security  Act  and  that 
upon  COTipletion  of  the  installation  of 
such  equlpm^t  the  nursing  home  or  in¬ 
termediate  care  facility  will  meet  not 
Mily  the  applicable  fire  safety  require¬ 
ments  of  HEW  but  will  meet  other  pertl- 
nent  health  and  safety  requirements  of 
HEW  for  providers  of  such  services.  At 
the  time  of  apcdicatlon,  a  nursing  home 
or  intermediate  care  facility  need  not 
be  providing  such  services  if  upon  com- 
pletkHi  of  Installation  such  home  or  fa¬ 
cility  will  meet  other  pertinent  health 
and  safety  requirements  of  HEW  for 
providers  of  such  services.  In  lieu  of  a 
facility  being  able  to  meet  HEW’s  re¬ 
quirements  for  other  pertinent  health 
and  safety  requirements  at  the  time  of 
application,  HEW  may  accept  a  list  of 
deficiencies  from  the  State  Agency  re¬ 
sponsive  for  determining  compliance 
with  HEW’s  requirements  for  other  per¬ 


tinent  health  and  safety  requirements 
for  providers  of  such  services  along  with 
a  plan  prepared  by  the  applicant  for  cor¬ 
recting  those  deficiencies.  In  such  event, 
HEW  will  inform  HUD  that,  if  the  facil¬ 
ity  complies  with  such  plan,  the  facility 
will  meet  the  applicable  health  and 
safety  requirements  of  HEW  for  provid¬ 
ers  of  services  under  Titles  XVIII  and 
XIX  of  the  Social  Security  Act  upon  the 
installation  of  the  fire  safety  equipment. 
Until  the  termination  of  all  obligations 
of  the  Commissioner  under  an  insurance 
contract  under  this  subpart  and  during 
such  further  period  of  time  as  the  Com¬ 
missioner  shall  be  the  owner;  holder,  or 
reinsurer  of  the  loan,  the  borrower  shall 
be  regulated  or  restricted  by  the  Com¬ 
missioner  as  to  methods  of  operation  in¬ 
cluding  requirements  for  maintenance 
of  fire  safety  equipment. 

Special  Requirements 

§  232.620  Determination  of  compliance 
by  HEW. 

An  applicaton  under  this  subpart  must 
be  accompanied  by  a  statement  from  the 
Secretary  of  Health,  Education,  and 
Welfare,  or  his  designee,  that  the  Secre¬ 
tary  has  determined  that  the  physical 
plant  of  the  facility,  when  the  fire  safety 
equipment  has  been  installed,  will  be  in 
compliance  with  the  HEW  requlremMits 
for  fire  safety  and  will  meet  other  perti- 
naat  health  and  safety  requirements  of 
HEW  for  providers  of  services  under 
Title  XVm  and  XIX  of  the  Social  Secu¬ 
rity  Act  (Medicare  and  Medicaid).  In 
lieu  of  a  facility  being  able  to  meet 
HEW’s  requirements  for  other  pertinent 
health  and  safety  requirements  at  the 
time  of  application,  HEW  may  accept  a 
list  of  deficiencies  from  the  State  Agency 
responsible  feu:  determining  compliance 
with  HEW’s  requirem^ts  for  other  per¬ 
tinent  health  and  safety  requirements 
for  providers  of  such  services  along  with 
a  plan  prepared  by  the  applicant  for 
correcting  those  deficiencies.  In  such 
event,  HETW  will  inform  HUD  that,  if 
the  facility  complies  with  such  plan,  the 
facility  will  meet  the  applicable  health 
and  safety  requirements  of  HEW  for 
providers  of  services  under  Titles  XVllI 
and  XIX  of  the  Social  Security  Act  upon 
the  installation  of  the  fire  safety  equip¬ 
ment.  The  arcfaltectured  exhibits,  as  ap¬ 
proved  by  HEW,  together  with  any  com- 
mltmwit  requirements  HEW  deems 
appropriate,  must  suxxHnpany  the  state¬ 
ment.  In  the  case  of  Intermediate  Care 
Facilities,  the  statement  by  HEW  to  HUD 
will  be  based  upon  a  determination  that 
the  facility  has  been  approved  in  acord- 
ance  with  fq>plicable  HEW  statutes  and 
regulations,  subject  to  the  proper  instal¬ 
lation  of  the  proposed  equipment. 

§  232.625  Discrimination  prohibited. 

Any  contract  or  subcontract  executed 
for  the  Installation  of  equipment,  or  con¬ 
struction  of  improvements  to  the  project 
Shan  provide  that  there  shaU  be  no  dis¬ 
crimination  against  any  employee  or  ap¬ 
plicant  for  employment  b^ause  of  sex. 
religion,  race,  color,  creed  or  national 
origin. 
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§  232.630  AMurance  of  completion. 

If  the  property  upon  which  the  fire 
safety  equipment  Is  to  be  Installed  Is 
subject  to  a  mortgage  Insured  or  held  by 
the  Commissioner  pursuant  to  Subpart 
B  of  this  part,  the  Cranmlssioner  may  re¬ 
quire  such  assurance  of  completion  of  the 
contract  for  Installation  as  he  may  from 
time  to  time  prescribe. 

Subpsrt  D — Contract  Rights  and 
Obligations 

§  232.800  Definitions. 

All  of  the  definitions  contained  In 
§  232.500  shall  apply  to  this  subpart.  In 
addition,  as  used  In  this  subpart,  the 
following  term  shall  have  the  meaning 
Indicated: 

(a)  “Contract  of  instirance”  means 
the  agreement  evidenced  by  the  endorse¬ 
ment  of  the  Commissioner  tmon  the  note 
given  In  connection  with  an  insured  loan 
and  Includes  the  provisions  of  this  sub¬ 
part  and  the  applicable  provisions  of  the 
Act. 

(b)  “Maturity”  means  the  date  on 
which  the  loan  Indebtedness  would  be 
extinguished  If  paid  in  accordance  with 
periodic  payments  provided  for  In  the 
loan. 

Premiums 

§  232.805  Insurance  premiums. 

(a)  First  premium.  The  lender,  upon 
the  endorsement  of  the  loan  for  Insur¬ 
ance,  shall  pay  to  the  Commissioner  a 
first  l0£in  Insurance  premium  equal  to 
one  percent  of  the  original  face  amount 
of  the  note. 

(b)  Second  premium.  The  lender,  on 
the  date  of  the  first  principal  payment, 
shall  pay  a  second  premimn  equal  to  one 
I>ercent  of  the  average  outstanding  prin¬ 
cipal  obligation  of  the  loan  for  the  year 
following  such  first  principal  payment 
date  which  shall  be  adjusted  as  of  that 
date  so  that  the  aggregate  of  the  first 
and  second  premiums  shall  equal  the 
sum  of  one  percent  per  annum  of  the 
average  outstanding  principal  obligation 
of  the  loan  for  the  period  from  the  date 
of  the  insurance  endorsement  to  one  year 
following  the  date  of  the  first  principal 
payment. 

(c)  Annual  insurance  premium.  Until 
the  note  is  paid  in  full,  or  imtil  the  loan 
is  assigned  to  the  Commissioner,  or  un¬ 
til  the  contract  of  insurance  is  otherwise 
terminated  with  the  consent  of  the  Com¬ 
missioner,  the  lender,  on  each  anniver¬ 
sary  of  the  date  of  the  first  principal  pay¬ 
ment  shall  pay  an  annual  loan  insurance 
premium  equal  to  one  percent  of  the  av¬ 
erage  outstanding  principal  obligation 
of  the  loan  for  the  year  following  the  date 
on  which  such  premium  becomes  payable. 

fd)  Method  of  premium  payment. 
Premiums  shall  be  payable  in  cash  or  in 
debentures  of  the  General  Insurance 
Fund  at  par  plus  accrued  interest.  All 
premiums  are  payable  in  advance  and 
no  refund  can  be  made  of  any  portion 
thereof  except  as  provided  in  §  232.800 
et  seq. 

(e)  Calculation  of  premiums.  The  pre¬ 
miums  payable  on  and  after  the  date  of 
the  first  principal  payment  shall  be  cal¬ 
culated  in  accordance  with  the  amorti¬ 


zation  provisions  without  taking  into  ac¬ 
count  delinquent  payments  or  prepay¬ 
ments. 

S  232.815  Termination  of  insurance. 

(a)  Prepayment  in  fvU.  The  contract 
of  Insurance  shall  be  terminated  If  the 
loan  Is  paid  in  full  prior  to  Its  matiudty. 
Notice  of  the  prepayment  shall  be  given 
to  the  Commissioner,  on  a  form  pre¬ 
scribed  by  the  Commissioner,  within  30 
days  from  the  date  of  the  prepayment. 
The  Insurance  termination  shall  become 
effective  as  of  the  date  of  the  prepay¬ 
ment,  or  30  days  prior  to  the  Commis¬ 
sioner’s  receipt  of  the  prepayment  notice, 
whichever  is  later. 

(b)  Voluntary  termination.  The  con¬ 
tract  of  Insurance  shall  be  voluntarily 
terminated  upon  receipt  by  the  Commis¬ 
sioner  of  a  written  request,  on  a  form 
prescribed  by  the  Commissioner,  by  the 
borrower  and  the  lender  for  such  termi¬ 
nation,  accompanied  by  a  submission  of 
the  original  credit  instnunent  for  can¬ 
cellation  of  the  Insurance  endorsement 
and  the  remittance  of  all  sums  to  which 
the  Commissioner  is  entitled.  The  termi¬ 
nation  shall  become  effective  as  of  the 
date  these  requirements  are  met. 

§  232.825  Pro  rata  refund  of  insurance 
premium. 

Upon  termination  of  a  loan  insurance 
contract  by  a  payment  in  full  or  by  a 
voluntary  termination,  the  Commissioner 
shall  refund  to  the  lender  for  the  account 
of  the  borrower  an  amount  equal  to  the 
pro  rata  portion  of  the  current  annual 
loan  insurance  premium  theretofore  paid 
which  is  applicable  to  the  portion  of  the 
year  subsequent  to  the  effective  date  of 
the  termination. 

Rights  and  Duties  of  Lender  Under  the 
Contract  of  Insurance 

§  232.830  Definition  of  default. 

(a)  If  the  borrower  fails  to  make  any 
payments  due  under  or  provided  to  be 
paid  by  the  terms  of  the  note  or  security 
Instrument,  the  note  shall  be  considered 
in  default  for  the  puiiioses  of  this  sub¬ 
part. 

(b)  The  failure  to  perform  any  other 
covenant  under  the  note  or  security  in¬ 
strument  shall  be  considered  a  default, 
provided  the  lender,  because  of  such  de¬ 
fault,  has  exercised  itsndghts  under  the 
note  or  security  instrument  and  acceler¬ 
ated  the  debt. 

(c)  If  such  defaults  as  defined  in  para¬ 
graphs  (a)  and  (b)  of  this  section  con¬ 
tinue  for  a  period  of  30  days,  the  lender 
shall  be  entitled  to  receive  the  benefits 
of  insurance  hereinafter  provided. 

§  232.840  Date  of  default. 

In  computing  loan  insui'ance  benefits, 
the  date  of  default  shall  be  considered 
as: 

(a)  The  date  of  the  lender’s  accelera¬ 
tion  of  the  debt  because  of  the  borrower’s 
uncorrected  failure  to  perform  a  cove¬ 
nant  or  obligation  under  the  note  or 
security  instrument;  or 

(b)  The  date  of  the  first  failure  to 
make  a  monthly  payment  which  subse¬ 
quent  payments  by  the  borrower  are  in¬ 


sufficient  to  cover  when  applied  to  the 
overdue  mcmthly  payments  In  the  order 
In  which  they  become  due. 

S  232.850  Notice  of  default. 

(a)  U  the  default  is  not  cured  within 
the  SO  day  grace  period,  as  defined  in 
1 232.830(c),  the  lender  shall,  within  30 
days  thereafter,  notify  the  Commissioner 
in  writing  of  such  default. 

(b)  The  lender  shall  give  notice  in 
writing  to  the  Commissioner  of  the  fail¬ 
ure  of  the  borrower  to  comply  with  any 
covenant  or  obligation  under  the  security 
Instrument  or  note  regardless  of  the  fact 
that  the  lender  may  not  have  elected  to 
accelerate  the  debt. 

§  232.860  Commissioner's  right  to  re¬ 
quire  aeceleration. 

Upon  receipt  of  notice  of  the  failure 
of  the  borrower  to  ciunply  with  any  cove¬ 
nant  or  obligation  imder  the  security 
Instrument  or  note,  or  otherwise  being 
apprised  thereof,  the  Commissioner  may 
require  the  lender  to  accelerate  payment 
of  the  outstanding  principal  balance  due. 

§  232.865  Election  by  lender. 

Where  a  real  estate  mortgage,  or  other 
security  instrument  has  been  used  to  se¬ 
cure  the  payment  of  a  loan  made  under 
the  provisions  of  this  subpart  and  Sub¬ 
part  C  of  this  part,  the  lender  may  either 
elect  to  assign  the  loan  to  the  Commis¬ 
sioner  in  exchange  for  the  payment  of 
Insurance  benefits  or  may  exercise  its 
rights  imder  the  note  and  security  in¬ 
strument  in  lieu  of  making  a  claim  for 
Insurance  benefits.  If  the  lender  elects 
the  latter  course,  the  Commissioner  shall 
be  so  notified  and  the  contract  of  insur¬ 
ance  shall  be  deemed  terminated  upon 
the  date  of  receipt  of  such  notification. 

§  232.875  Maximum  claim  period. 

Notice  of  Intention  to  file  claim  on  a 
form  prescribed  by  the  Commissioner 
shall  be  filed  within  45  days  after  the 
lender  becomes  eligible  for  the  benefits 
of  the  loan  insurance,  or  within  such 
later  time  as  may  be  agreed  upon  by  the 
Commissioner  in  writing. 

§  232.880  Items  to  be  delivered  on  sub¬ 
mitting  claim. 

Within  30  days  after  the  filing  of  the 
notice  of  intention  to  file  claim,  or  within 
such  further  period  as  may  be  agreed 
upon  by  the  Commission  in  writing,  the 
lender  shall  deliver  to  the  Commissioner: 

(a)  The  fiscal  data  pertaining  to  the 
loan  transactions; 

(b)  Receipts  covering  all  disburse¬ 
ments  as  required  by  the  fiscal  data 
form; 

(c)  The  original  note  and  any  security 
instrument  or  instruments  which  shall 
be  assigned  to  the  Commissioner  without 
recourse  or  warranty,  except  that  the 
lender  must  warrant  that  no  act  or  omis¬ 
sion  of  the  lender  has  impaired  the  valid¬ 
ity  and  priority  of  such  security  instru¬ 
ment  or  instruments,  that  the  security 
instrument  or  instruments  are  prior-  to 
all  mechanics’  and  material-men’s  liens 
filed  of  record  subsequent  to  the  record¬ 
ing  of  such  security  instrument  or  Instru- 
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ments  regardless  of  whether  such  liens 
attached  prior  to  such  recording  date, 
and  prior  to  all  liens  and  encumbrances 
which  may  have  attached  or  defects 
which  which  may  have  arisen  subsequent 
to  the  recording  of  such  security  instru¬ 
ment  or  instrmnents,  except  such  liens 
or  other  matters  as  may  be  approved  by 
the  Commissioner,  that  the  amount 
stated  in  the  instrument  of  assignment 
is  actually  due  and  owing  under  the  secu¬ 
rity  instniment  or  instruments,  that 
there  are  no  offsets  or  counterclaims 
thereto,  and  that  the  lender  has  a  good 
right  to  assign  such  note  and  security 
instrument  or  instruments; 

(d)  The  assignment  to  the  Commis¬ 
sioner  of  all  rights  and  interests  arising 
under  the  note  and  secxurity  instniment 
or  instruments  so  in  default  and  all 
claims  of  the  lender  against  the  borrower 
or  others  arising  out  of  the  loan  trans¬ 
action; 

(e)  All  policies  of  title  or  other  insur¬ 
ance  or  surety  bonds,  or  other  guarantees 
and  any  and  all  claims  thereunder;  in¬ 
cluding  evidence  satisfactory  to  the 
Cmnmissioner  that  the  original  title 
coverage  has  been  extended  to  include 
the  assignment  of  the  note  and  security 
instrument  or  instruments  to  the  Com¬ 
missioner. 

(f)  All  records,  ledger  cards,  docu¬ 
ments,  books,  papers  and  accounts  relat¬ 
ing  to  the  loan  transaction; 

(g)  Any  additional  information  or 
data  which  the  Commissioner  may  re¬ 
quire. 

(h)  The  following  cash  items,  held  in 
connection  with  the  loan  insured  under 
this  subpart,  shall  either  be  retained  by 
the  lender  or  delivered  to  the  Commis¬ 
sioner  in  accordance  with  instructions 
to  be  Issued  by  the  Commissioner  at  the 
time  the  insm^nce  claim  is  filed. 

(1)  Any  cash  held  by  the  lender  or  its 
agents  or  to  which  it  is  entitled  includ¬ 
ing  deposits  made  for  the  account  of  the 
borrower  and  which  have  not  been  ap¬ 
plied  in  reduction  of  the  principal  of  the 
loan  indebtedness. 

(2)  All  funds  held  by  the  lender  for 
the  account  of  the  borrower  received  pur¬ 
suant  to  any  other  agreement. 

§  232.885  Insurance  benefits. 

(a)  Method  of  payment.  Payment  of 
claim  shall  be  made  in  the  following 
manner: 

(1)  Payment  in  cash.  Unless  a  written 
request  for  payment  in  debentures  is 


filed  with  the  application,  payment  shall 
be  made  in  cash. 

(2)  Optional  payment  in  debentures. 
Payment  shall  be  made  in  debentures 
upon  filing  a  written  request  with  the 
application. 

(b)  Amount  of  payment.  Upon  an  ac¬ 
ceptable  assignment  of  the  note  and  se¬ 
curity  instrument,  the  Commissioner 
shall  pay  the  claim  of  the  lender  in  an 
amovmt  equal  to  the  xmpaid  principal 
balance  of  the  loan  as  of  the  date  of 
default  determined  as  follows; 

(1)  By  adding  the  follo\fring  items; 

(i)  Any  accrued  interest  due  as  pf  the 
date  of  execution  of  the  assignment  of 
the  loan  to  the  Commissioner. 

(ii)  Any  advances  approved  by  the 
Commissioner  made  previously  by  the 
lender  imder  the  provisions  of  the  note  or 
security  instrument  or  instruments. 

(iii)  ReimbvuTsement  for  such  reason¬ 
able  collection  costs,  court  costs,  and  at¬ 
torney’s  fees  as  may  be  approved  by  the 
Commissioner. 

(iv)  Any  loan  insurance  premiums 
paid  after  default. 

(v)  If  payment  is  made  in  cash,  an 
amount  eqiiivalent  to  the  debenture 
interest  which  would  have  been  earned 
thereon,  as  of  the  date  such  cash  pay¬ 
ment  is  made,  except  when  the  lender 
fails  to  meet  any  one  of  the  applicable 
requirements  of  S§  232.850,  232.875,  and 
232.880,  within  the  specified  time  and  in 
a  manner  satisfactory  to  the  Commis¬ 
sioner  (or  within  such  further  time  as 
the  Commissioner  may  approve  in  writ¬ 
ing)  ,  the  interest  allowance  in  such  cash 
payment  shall  be  computed  only  to  the 
date  on  which  the  particular  required 
action  should  have  been  taken  or  to 
which  it  was  extended. 

(2)  By  deducting  from  the  total  of 
the  items  computed  under  paragraph 
(b)(1)  of  this  section  the  following 
items ; 

(i)  Any  amoimt  received  by  the  lender 
on  account  of  the  loan  after  the  date 
of  default. 

(ii)  Any  net  Income  received  by  the 
lender  from  the  property  covered  by  the 
note  or  security  instrument  and  not  ap¬ 
plied  to  prior  debts  held  by  that  lender. 

(iii)  The  sum  of  the  cash  items  re¬ 
tained  by  the  lender  pursuant  to 
§  232.880(h)  (i)  (U). 

§  232.890  Characteristics  of  debentures. 

Debentiu*es  issued  in  settlement  of  in¬ 
surance  claims  under  this  subpart  shall 


have  the  same  characteristics  and  the 
same  requirements  for  registration  and 
redemption  as  those  issued  pursuant  to 
Subpart  B  of  this  part  except  that  deben¬ 
tures  shall  bear  interest  at  the  rate  in 
effect  as  of  the  date  the  commitment  was 
issued,  or  as  of  the  date  the  loan  was 
first  endorsed  for  insurance,  whichever 
rate  is  higher  and  shall  matvure  10  years 
from  the  date  of  issue  which  date  shall 
be  the  date  of  execution  of  the  assign¬ 
ment  of  the  loan  to  the  Commissioner. 

§  232.893  Cash  adjustment. 

Any  difference  of  less  than  $50  between 
the  amount  of  debentures  to  be  issued  to 
the  lender  and  the  total  amount  of  the 
lender’s  claim,  as  approved  by  the  Com¬ 
missioner,  shall  be  adjusted  by  the  is¬ 
suance  of  a  check  in  payment  thereof. 

Assignments 

§  232.895  Assignment  of  insured  loans. 

(a)  An  insured  loan  may  be  transferred 
only  to  a  transferee  who  Is  a  lender  ap¬ 
proved  by  the  Commissioner.  Upon  such 
transfer  and  the  assumption  by  the 
transferee  of  all  obligations  under  the 
contract  of  insurance  the  transferor  shall 
be  released  from  its  obligations  imder  the 
contract  of  insurance. 

(b)  The  contract  of  Insurance  shall 
terminate  with  respect  to  loans  described 
in  paragraph  (a)  of  this  section  upon 
the  happening  of  either  of  the  following 
events; 

(1)  The  transfer  or  pledge  of  the  in¬ 
sured  loaij  to  any  person,  firm,  or  cor¬ 
poration,  public  or  private,  other  than 
an  approved  lender. 

(2)  The  disposal  by  a  lender  of  any 
partial  interest  in  the  insured  loan  to 
other  than  an  approved  lender. 

Extension  of  Time 

§  232.897  Actions  to  be  taken  by  lender. 

With  respect  to  any  action  required  of 
the  lender  within  a  period  of  time  pre¬ 
scribed  by  this  subpart,  the  Commis¬ 
sioner  may  extend  such  period. 

Effective  date.  This  amendment  is  ef¬ 
fective  as  of  September  11,  1974. 

Sheldon  B.  Lubar, 
Assistant  Secretary  for  Housing 
Production  and  Mortgage 
Credit,  Federal  Housing  Com¬ 
missioner. 

(FR  Doc.74-18361  Filed  8-9-74;8:45  am] 
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